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The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

This  is  our  financial-compliance  audit  report  on  the  Office  of  the  Governor 
and  Lieutenant  Governor  for  the  two  fiscal  years  ended  June  30,  1990.  Included  in 
this  report  are  recommendations  concerning  contracting  for  services,  patient  accounts, 
requesting  federal  assistance,  and  electronic  data  processing  system  controls.  The 
office's  response  is  contained  at  the  end  of  the  report. 

We  thank  the  Governor,  Lieutenant  Governor,  and  their  staffs  for  their 
assistance  and  cooperation. 
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Agency  Response:   Concur.   See  page  30. 

The  office: 

A.  Record  all  property  held  in  trust  on  the 
state's  accounting  records  by  fiscal  year- 
end  in  accordance  with  state  law 12 

Agency  Response:   Concur.   See  page  30. 

B.  Distribute  interest  earned  on  property 
held  in  trust  to  the  applicable  patient 

accounts 12 

Agency  Response:   Concur.   See  page  30. 

The  office  comply  with  state  law  requiring 
the  governor's  approval  of  applications  for 
federal  assistance 13 

Agency  Response:   Partially  concur.  See  page  31. 

The  office: 

A.  Implement  the  controls  necessary  to 
attain  adequate  security  for  its  data 

processing  systems 15 

Agency  Response:  Concur.  See  page  3 1 . 

B.  Document  automated  data  processing  systems 

in  accordance  with  state  policy 15 

Agency  Response:   Concur.   See  page  31. 
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Introduction 


IntrodDction 


We  performed  a  financial-compliance  audit  of  the  Office  of  the 
Governor  and  Lieutenant  Governor  (the  office)  for  the  two 
fiscal  years  ended  June  30,  1990.   The  objectives  of  the  audit 
were  to: 


1.  Recommend  improvements  in  the  management  and  internal 
controls  of  the  office. 

2.  Determine  if  the  office  complied  with  applicable  federal 
and  state  laws  and  regulations. 

3.  Determine  the  implementation  status  of  prior  audit  recom- 
mendations. 

4.  Determine  if  the  financial  schedules  present  fairly  the 
office's  results  of  operations  for  the  two  fiscal  years  ended 
June  30,  1990. 

The  four  recommendations  in  this  report  address  areas  where 
the  office  can  improve  management,  internal  controls,  and 
compliance  with  laws  and  regulations.    In  accordance  with 
section  5-13-307,  MCA,  we  analyzed  and  disclosed,  if  signifi- 
cant, the  costs  of  implementing  the  recommendations  made  in 
this  report. 

Areas  of  concern  deemed  not  to  have  a  significant  effect  on  the 
successful  operations  of  the  office's  programs  are  not  specif- 
ically included  in  this  report,  but  have  been  discussed  with 
management. 


Background 


The  Governor's  Office  was  created  upon  acceptance  of  Montana 
into  the  Union  in  1889  and  is  provided  for  in  Article  VI  of  the 
Montana  Constitution.   The  following  paragraphs  discuss  the 
functions  of  the  various  programs  administered  by  the  Office  of 
the  Governor  and  Lieutenant  Governor  and  budgeted  full-time 
equivalent  (FTE)  positions  for  each  program.   The  office  had  a 
total  of  65.20  FTE  positions  budgeted  for  fiscal  year  1989-90. 
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Executive  Office  -  oversees  and  directs  the  activities  of  the 
executive  branch  agencies  to  ensure  responsible  and  responsive 
government  for  the  people  of  Montana.   (21.50  FTE) 

Lieutenant  Governor  -  performs  duties  prescribed  by  the  law 
and  those  delegated  to  him  by  the  Governor.   The  Lieutenant 
Governor's  Office  serves  as  the  liaison  between  state  and  local 
governments  and  the  Lieutenant  Governor  serves  as  chairman  of 
the  state  centennial  commission.   (5.00  FTE) 

Statehood  Centennial  Office  -  created  in  conjunction  with  the 
Montana  Statehood  Centennial  Commission  by  the  1985  Legisla- 
tive Session.   The  purpose  of  the  commission  and  the  office  was 
to  encourage  the  commemoration  and  celebration  of  Montana's 
100th  anniversary  of  statehood  on  November  8,  1989.    The 
centennial  office  has  reduced  its  staff  from  the  budgeted  level. 
Remaining  staff  are  performing  close  out  activities,  such  as 
deciding  disposition  of  centennial  records  and  products.   (5.00 
FTE) 

Office  of  Budget  and  Program  Planning  -  assists  the  Governor 
in  planning,  preparing,  and  administering  the  state  budget; 
develops  and  evaluates  alternative  program  plans  for  providing 
state  government  services;  acts  as  the  lead  executive  branch 
agency  for  compliance  with  the  federal  Single  Audit  Act;  and 
supervises  the  clearinghouse  review  process  for  federal  com- 
munications.  (19.00  FTE) 

Citizens'  Advocate  Office  -  provides  accessibility  to  state 
government  for  Montana  citizens  by  providing  information  to 
citizens  and  acting  as  a  referral  service  to  state  agencies.   (1.50 
FTE) 

Mental  Disabilities  Board  of  Visitors  -  comprised  of  a  five- 
member  board  charged  with  the  responsibility  of  protecting  the 
rights  of  the  mentally  ill  and  the  developmentally  disabled.    In 
April  of  1988,  the  board  was  named  custodian  of  specific 
patient  accounts  at  Montana  State  Hospital.   (4.20  FTE) 

Northwest  Power  Planning  Council  -  created  in  1981,  pursuant 
to  The  Pacific  Northwest  Electric  Power  Planning  and  Conser- 
vation Act  of  1980.   The  goals  of  the  council  are  to  plan  for  the 
Northwest's  electric  power  needs,  protect  and  rehabilitate  fish 
and  wildlife  resources,  and  encourage  public  involvement  in 
regional  decisions.   (6.50  FTE) 
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Mansion  Maintenance  -  maintains  the  Governor's  official  resi- 
dence and  provides  security  coverage  for  the  Governor  and  his 
family.   (1.50  FTE) 

Air  Transportation  -  provides  transportation  for  the  Governor 
and  his  staff.   (1.00  FTE) 
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Prior  Audit 
Recommendations 


Our  prior  audit  report,  for  the  two  fiscal  years  ended  June  30, 
1988,  contained  eight  recommendations  to  the  office.    We  sub- 
sequently issued  a  limited  scope  review  report  on  the  Centennial 
Office.   The  limited  scope  review  report  contained  three  recom- 
mendations, of  which  two  similar  issues  were  included  in  the 
prior  biennial  audit  report.    During  the  current  audit,  we  deter- 
mined the  status  of  these  recommendations  with  the  following 
results: 


Implemented 

7 


Partially 
Implemented 
I 


Not 
Implemented 
3 


Total 
11 


The  partially  implemented  recommendation  and  two  of  the 
recommendations  not  implemented  relate  to  the  Centennial 
Office  and  are  discussed  below.   The  remaining  recommendation 
which  was  not  implemented  relates  to  contracting  for  services 
and  is  discussed  on  page  6. 


Ceotenoial  Office 
Recommendatioa  Status 


During  the  previous  audit  and  the  Centennial  Office  limited 
scope  review,  we  noted  various  problems  with  cash  controls, 
centennial  product  licensing,  license  plate  and  royalty  revenue, 
and  inventory  procedures.   The  following  paragraphs  discuss  the 
current  status  of  recommendations  not  fully  implemented.    Since 
the  centennial  activities  are  winding  down,  we  do  not  make 
recommendations  regarding  the  issues  noted  below. 


Product  Licensing 


Section  30.3.103(6),  Administrative  Rules  of  Montana,  states 
"one  copy  of  each  product  for  which  a  license  is  issued  must  be 
deposited  with  the  office  and  will  become  the  permanent  prop- 
erty of  the  state  of  Montana."   During  the  last  audit,  we  noted 
the  office  did  not  receive  products  for  all  licenses  issued.   Since 
no  additional  licenses  were  issued  during  the  current  audit 
period,  we  followed  up  on  the  items  which  had  not  been 
received  during  the  last  audit.    We  determined  the  office 
attempted  to  obtain  copies  of  all  the  missing  products,  except 
for  a  truck  they  did  not  expect  to  receive.    The  office  received 
copies  of  all  products  except  for  the  truck  and  a  pack  saddle. 
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License  Plate  Revenue 


The  office  receives  $19.89  from  the  counties  for  each  centennial 
license  plate  sold.   The  office  determines  the  number  of  plates 
sold  by  dividing  the  total  revenue  recorded  by  $19.89.   If  the 
amount  received  does  not  divide  evenly,  the  office  requests 
Department  of  Commerce,  Local  Government  Services  Division, 
to  follow  up  on  the  difference.    If  the  amount  received  divides 
evenly,  the  office  is  still  not  assured  all  revenue  due  was 
received.   The  office  does  not  perform  reasonableness  tests  on 
the  amount  of  revenue  received  from  the  counties  ($252,821  in 
fiscal  year  1988-89,  and  $168,563  in  fiscal  year  1989-90); 
therefore,  the  office  has  no  assurance  all  the  revenue  it  is 
entitled  to  was  received.   In  addition,  the  office  uses  the 
statistics  on  the  number  of  plates  sold  by  the  counties  as  a  means 
of  granting  money  to  counties  for  centennial  activity.    Each 
county  receives  $5  for  every  centennial  plate  sold.   Since  the 
office  uses  the  number  of  plates  sold  as  a  means  of  distributing 
money  from  the  Centennial  Office,  it  is  important  to  ensure  the 
accuracy  of  the  information  received  from  the  counties. 


Inventory  Procedures 


According  to  office  personnel,  no  centennial  merchandise 
inventory  has  been  received  since  the  centennial  limited  scope 
review.   The  office  attempted  to  improve  controls  over 
centennial  inventory  records  since  the  review  by  establishing  a 
system  for  the  disbursement  of  inventory.   The  purpose  of  the 
system  was  to  document  products  removed  from  inventory,  the 
individual  who  removed  the  products,  and  the  reason  for 
removal.   During  our  review  of  the  system,  we  determined  the 
office  did  not  follow  these  procedures  on  a  consistent  basis  and 
some  of  the  inventory  records  were  missing.    We  also  noted 
physical  inventory  counts  were  not  periodically  taken.   The 
office  obtained  authorization  from  the  Department  of  Admin- 
istration, Property  and  Supply  Bureau,  to  distribute  products 
(such  as  centennial  pins,  granite  formations,  and  copper  belt 
buckles)  as  gifts  or  tokens  to  school  children  and  visitors. 
According  to  office  personnel,  the  remaining  inventory  will  be 
given  to  the  Historical  Society  or  stored. 
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Contracting  for  Services 


In  December  1987,  our  office  issued  a  performance  audit  report 
on  state  agency  use  of  contracted  services  (87P-35),  which  noted 
a  lack  of  written  policies  and  procedures  governing  the  use  of 
contracted  services  at  the  Governor's  Office.   Our  prior 
financial-compliance  audit  report  also  discussed  concerns 
regarding  the  office's  administration  of  contracted  services. 
During  the  current  audit  we  followed  up  on  these  issues. 


We  noted  instances  where  the  office  obtained  services  without  a 
contract,  contracted  for  services  when  an  employee/employer 
relationship  existed,  and  did  not  monitor  contracts  for  com- 
pliance with  contract  requirements.   The  office  has  not 
developed  policies  and  procedures  specific  to  its  operations  to 
ensure  compliance  with  state  policies  governing  contracting  for 
services.   The  problems  we  noted,  in  many  cases,  resulted  in 
misclassified  expenditures  on  the  Statewide  Budgeting  and 
Accounting  System  (SBAS)  and  noncompliance  with  state  law 
and  policy.   The  following  sections  discuss  items  noted  during 
the  audit. 


Lack  of  Valid  Written 
Contract 


A  written  contract  did  not  always  exist  for  services  contracted 
by  the  office  for  periods  covering  up  to  a  few  months.   Section 
13  of  Management  Memo  1-88-4-6  states,  "Written  contracts 
should  be  issued  for  all  consulting  services  prior  to  the 
commencement  of  any  contractual  work."   Lack  of  a  written 
contract  increases  the  risk  that  the  office  and  consultant  do  not 
have  the  same  understanding  of  issues  such  as  purpose  of  the 
service,  duties  of  the  consultant,  and  length  of  engagement. 


Employment  Status 


The  office  contracted  with  consultants  where  the  circumstances 
indicated  the  existence  of  an  employee/employer  relationship. 
Section  6  of  Management  Memo  1-88-4-6  states,  "An  indepen- 
dent contractor  must  be  free  from  control  or  direction  in  the 
performance  of  service,  using  the  judgment  of  the  trade, 
occupation  or  business,  rather  than  relying  on  the  hiring  agent's 
instructions."   This  section  also  states,  "Independent  contractors 
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must  demonstrate  that  the  services  provided  are  not  an  integral 
part  of  the  regular  business  of  the  hiring  agent." 

In  one  instance,  the  office  hired  a  consultant  to  review  matters 
which  affect  various  state  agencies.   The  office  directed  the 
consultant  to  perform  duties  outside  the  realm  of  the  contract. 
Office  personnel  stated  services  were  provided  as  needed  and 
recorded  as  "other  services"  in  accordance  with  management 
direction.   The  office  hired  another  consultant  under  a  contract 
to  perform  specific  duties  for  a  month.    At  the  completion  of 
the  contract  period  the  office  hired  the  individual  as  an 
employee  to  perform  the  same  duties  as  were  required  under  the 
contract.   The  office  could  be  held  responsible  for  state  and 
federal  tax  withholding  and/or  workers'  compensation  insurance 
and  unemployment  insurance  benefit  premium  payments  for 
these  contracted  employees. 


Monitoring  Contract 
Compliance  Requirements 


We  noted  instances  where  either  the  consultant  or  the  office  did 
not  comply  with  contract  requirements.    During  the  contract 
period,  the  office  should  ensure  that  the  office  and  the  consul- 
tant comply  with  all  aspects  of  a  contract  or  seek  appropriate 
amendments  to  the  contract. 


The  office  contracted  for  services  to  be  provided  by  a  consultant 
who  assigned  portions  of  the  contract  duties  to  a  third  party. 
Section  8  of  the  contract  states,  "Consultant's  obligations  may 
not  be  assigned  or  performed  by  any  other  party  without  the 
prior  written  consent  of  the  state."   The  office  had  not  given 
written  authorization  for  the  assignment.    According  to  office 
personnel,  since  the  office  was  in  close  contact  with  the  consul- 
tant and  were  aware  of  the  assignment,  they  did  not  enforce  this 
section  of  the  contract.   Subsequent  to  our  audit,  the  office 
provided  written  authorization  to  the  consultant  for  the 
assignment. 

We  noted  several  contracts  where  services  were  provided  after 
the  termination  date  of  the  contract  since  contracted  duties  were 
not  completed  by  the  date  specified.   The  office  paid  for  these 
services,  which  did  not  exceed  the  contract  price.   The  office 
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should  have  either  denied  the  expenditure  or  provided  the 
consultant  with  a  written  extension  of  the  termination  date. 

In  addition,  we  noted  the  office  did  not  provide  required  infor- 
mation to  the  Division  of  Workers'  Compensation  for  insurance 
coverage  on  contracts  where  the  office  agreed  to  provide  such 
coverage.   Office  personnel  stated  they  were  not  aware  of  one 
contract  which  required  the  office  to  pay  the  insurance  cover- 
age.   For  the  remaining  contracts,  office  personnel  believed  the 
premium  amount  was  immaterial  and  did  not  warrant  the  time 
necessary  to  prepare  the  required  forms  and  submit  them  to  the 
Division  of  Workers'  Compensation.    If  the  consultant  is  not 
covered  by  workers'  compensation  insurance  or  has  not  received 
an  approved  exemption,  the  state  could  be  held  liable  for 
injuries  incurred  by  the  consultant  during  the  performance  of 
the  contract. 


Accounting  Records  The  three  types  of  situations  discussed  above  also  impact  the 

state's  accounting  records  in  the  following  manner. 

Department  of  Administration,  Accounting  Bureau,  has  estab- 
lished separate  categories  for  different  types  of  expenditures  on 
SBAS.   The  proper  use  of  these  categories  enables  interested 
parties  to  monitor  expenditures  of  the  state.   State  policy 
requires  all  expenses  incurred  during  the  performance  of 
consulting  services,  including  travel  expenses,  be  accounted  for 
under  the  "other  services"  classification.   Office  personnel 
indicated  they  account  for  travel  expenses  of  both  consultants 
and  employees  in  the  "travel  expenses"  category  for  consistency. 
Also,  accounting  for  contracted  services  as  "other  services"  when 
the  relationship  is  that  of  an  employee/employer  misrepresents 
the  office's  actual  personal  services  costs. 

Section  17-1-102,  MCA,  requires  state  agencies  to  record  all 
agency  obligations  on  the  accounting  records  before  the  close  of 
the  fiscal  year.   We  noted  two  instances  where  valid  expendi- 
tures totalling  approximately  $7,000  existed  at  fiscal  year-end, 
but  were  not  accrued.   Office  personnel  indicated  they  did  not 
accrue  the  expenses  since  they  did  not  receive  the  bills  before 
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fiscal  year-end.   Since  payments  were  established  by  terms  of 
the  contract,  information  was  available  to  establish  these 
accruals. 


Contracting  Procedures  Several  staff  in  the  office  are  authorized  to  contract  for  services 

without  going  through  a  central  person  to  ensure  compliance 
with  state  contracting  requirements  or  without  notifying 
accounting  personnel.   To  effectively  manage  the  office,  neces- 
sary information  must  be  provided  to  appropriate  personnel. 
Since  this  issue  was  noted  in  previous  audits  and  again  in  the 
current  audit,  the  office  needs  to  establish  a  system  for  all  staff 
to  follow  when  contracting  for  services. 

This  system  could  include,  but  is  not  limited  to: 

1.  Establishing  policies  and  procedures  for  staff  to  follow 
when  contracting  for  services  and  monitoring  contracts. 

2.  Developing  a  checklist  of  items  to  be  completed  before 
entering  into  a  contract. 

3.  Performing  a  central  review  of  each  contract  prior  to 
entering  into  the  contract. 

Through  an  effective  system,  the  office  could  ensure  all 
contracting  and  accounting  for  contracts  is  performed  in 
compliance  with  state  laws  and  policies. 


Recommendation  #1 

We  recommend  the  office  establish  an  effective  system  to 
ensure  compliance  with: 

A.  State  policy  governing  consulting  services. 

B.  State  law  and  policy  governing  accounting  for  services 
provided  under  contract. 
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Patient  Acx»unts 


Beginning  in  April  of  1988  the  Mental  Disabilities  Board  of 
Visitors  (board),  as  a  result  of  litigation,  was  named  custodian  of 
accounts  at  the  Montana  State  Hospital  for  patients  who  did  not 
have  a  legal  guardian  or  custodian.   The  board  receives  moneys 
on  behalf  of  patients  from  various  sources,  such  as  Medicaid, 
social  security  benefits,  veterans'  benefits,  and  railroad 
retirement.    Board  personnel  deposit  moneys  received  into  a 
local  checking  account  and  account  for  the  money  on  an 
individual  patient  basis.    Approval  by  board  personnel  is 
required  to  spend  these  moneys  on  behalf  of  patients.   The 
board  monitors  each  patient's  balance  in  the  checking  account 
and  periodically  transfers  moneys  into  individual  patient's 
savings  accounts. 


The  following  table  shows  the  activity  in  the  accounts  during 
the  audit  period. 


Table  1 

Patient  Account  Act 

ivitv 

Checking 

Savings 

Account 

Accounts 

Property  Held  in  Trust,  July  1,  1988 
Additions: 

$  16,623 

$     0 

Fiscal  Year  1988-89 

383,852 

72,439 

Fiscal  Year  1989-90 

4A3.572 

35.948 

Total  Additions 

827.424 

108,387 

Deductions: 

Fiscal  Year  1988-89 

317,595 

11,378 

Fiscal  Year  1989-90 

416,634 

21.546 

Total  Deductions 

734,229 

32,924 

Property  Held  in  Trust,  June  30,  1990 

$109,818 

$  75,463 

Source: Compi led  by  the  Office  of  the  Legislative  Auditor  from 

bank  records 

Section  2-1910.40  of  the  Montana  Operations  Manual  (MOM) 
defines  custodian  moneys  as  moneys  held  in  local  checking  or 
savings  accounts  by  an  agent  for  the  benefit  of  the  individual  or 
organization  which  are  not  to  be  used  for  the  support  of  the 
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agency.   In  addition,  section  17-1-102(4),  MCA,  states  "all  state 
agencies.  .  .shall  input  all  necessary  transactions  to  the 
accounting  system.  .  .  before  the  accounts  are  closed  at  the  end 
of  the  fiscal  year  in  order  to  present  the  receipt,  use,  and 
disposition  of  all  money  and  property  for  which  the  agency  is 
accountable  in  accordance  with  generally  accepted  accounting 
principles."   During  the  audit  we  noted  the  following  instances 
of  noncompliance  in  accounting  for  patient  moneys: 

1.  The  office  is  required  to  update  SB  AS  at  the  end  of  each 
fiscal  year  to  reflect  the  amount  of  moneys  held  in  trust  for 
the  patient  accounts.   The  office  did  not  record  the  amount 
in  the  patients'  savings  accounts,  totalling  $61,061  and 
$75,463  at  June  30,  1989  and  1990,  respectively,  on  SBAS. 
The  office  also  overstated  the  amount  of  moneys  held  in  the 
checking  account  by  $53,527  on  SBAS  at  June  30,  1989. 

2.  The  checking  account  is  an  interest  bearing  account.   The 
interest  earned  on  this  account  has  been  accumulating  over 
the  past  two  fiscal  years  and  has  not  been  distributed  to  the 
individual  patients.   The  account  earned  $2,438  and  $4,795 
during  fiscal  years  1988-89  and  1989-90,  respectively. 
Interest  earned  on  patient  moneys  should  be  distributed  to 
the  individual  patient  accounts. 

Accounting  personnel  stated  they  were  not  aware  the  savings 
accounts  existed.    Board  personnel  indicated  they  were  waiting 
for  accounting  personnel  to  develop  a  program  to  facilitate 
distribution  of  interest  earned.   The  office  should  develop  a 
system  to  ensure: 

1.  All  property  held  in  trust  at  fiscal  year-end  is  recorded  on 
SBAS  in  accordance  with  state  law. 

2.  Interest  earned  on  property  held  in  trust  is  appropriately 
distributed  to  the  applicable  patient  accounts. 
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Recommendation  #2 

We  recommend  the  office: 

A.  Record  all  property  held  in  trust  oo  the  state's 
accounting  records  by  fiscal  year-end  in  accordance 
with  state  law. 

B.  Distribute  interest  earned  on  property  held  in  trust 
to  the  applicable  patient  accounts. 


Requesting  Federal  The  office,  through  its  clearinghouse  function,  is  responsible  for 

Assistance  coordinating  requests  for  financial  assistance  from  the  federal 

government  for  all  state  agencies.    To  receive  assistance  from 
certain  federal  programs  requiring  intergovernmental  review,  a 
state  agency  or  local  government  unit  prepares  an  application 
for  specific  funding,  obtains  a  number  assigned  by  the  clearing- 
house, and  submits  the  application  to  the  federal  government. 
The  federal  government  will  not  process  an  application  which 
does  not  have  a  number  assigned  by  the  clearinghouse.    We 
estimate  $212  million  of  the  state's  federal  financial  assistance 
expenditures  during  fiscal  year  1988-89  were  incurred  for 
federal  programs  requiring  intergovernmental  review. 

The  office  does  not  approve  applications  prior  to  submission  to 
the  federal  government.   Section  17-3-104,  MCA,  states,  "AH 
applications  made  by  state  agencies  for  federal  assistance 
program  funds,  with  the  exception  of  university  system  research 
grants,  must  be  approved  by  the  governor  prior  to  their  submis- 
sion to  the  federal  authorities."   According  to  office  personnel, 
this  function  was  eliminated  due  to  the  cost  and  time  involved 
in  reviewing  the  applications.   Also,  they  believed  it  was  a 
duplication  of  effort  since,  under  budget  amendment  laws,  a 
review  of  federal  assistance  is  performed  prior  to  acceptance  of 
federal  assistance  not  previously  considered  by  the  legislature. 
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The  state  receives  a  major  portion  of  its  federal  assistance  on  a 
continuing  basis.   Since  none  of  the  applications  are  reviewed 
and  legislative  funding  may  not  be  based  on  a  review  of  specific 
federal  funding  proposals,  the  potential  exists  that  the  state 
could  enter  into  an  agreement  with  the  federal  government  in 
which  additional  state  funding  would  be  required.    In  addition, 
without  prior  review  and  approval  the  state  is  not  assured  that 
the  funds  are  going  to  the  appropriate  state  agency.    Another 
state  agency  may  have  the  facilities  to  manage  the  program  more 
effectively  and/or  with  less  cost  to  the  state. 


It  is  important  that  the  office  review  all  applications  for  federal 
assistance  in  order  to  be  aware  of  specific  requirements  of 
individual  agreements  and  proper  placement  of  the  assistance 
with  state  agencies. 


Recommendation  #3 

We  recommend  the  office  comply  with  state  law  requiring 
the  governor's  approval  of  applications  for  federal 
assistance. 


Electronic  Data 
Processing  System 
Controls 


The  office  uses  the  state's  mainframe  computer  to  perform  its 
various  data  processing  functions.   The  primary  systems  include 
the  Executive  Budget  System,  the  Legislative  Appropriation 
System,  and  the  Revenue  Estimation  System  at  the  Office  of 
Budget  and  Program  Planning  (OBPP).   The  systems  contain 
appropriation  and  budget  amendment  information  and  generate 
some  SBAS  input  documents.   Section  1.0250  of  the  MOM 
provides  guidance  for  documentation  and  control  of  information 
resources.   Our  preliminary  review  of  internal  control  over  the 
systems  indicate  the  following  weaknesses  in  access  controls  and 
documentation  exist. 
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1.  The  office  does  not  have  a  policy  for  suspending  access  for 
terminated  employees.    Without  established  procedures, 
terminated  employees  continue  to  have  access  to  the  office's 
system  after  they  leave  employment. 

2.  The  office  does  not  have  a  policy  for  changing  passwords  at 
regular  intervals.    As  a  result,  unauthorized  users  may  have 
access  to  applications  or  data  files  not  needed  for  their  work 
assignments. 

3.  An  edit  exists  on  the  mainframe  computer  which  records 
unauthorized  attempts  to  access  the  system.    A  report  is  not 
generated  for  the  office  because  the  edit  has  been  turned 
off.    It  is  important  that  the  office  receive  this  report  and 
have  someone  other  than  an  authorized  user  review  it  in 
order  to  be  aware  of  inappropriate  attempts  to  access  office 
systems. 

4.  The  office  has  not  flowcharted  its  systems  or  documented 
the  processing,  edits,  or  other  necessary  information  to  fully 
understand  the  systems.   Since  office  personnel  do  not  have 
this  information,  the  potential  exists  for  people  to  make 
changes  to  the  systems  without  appropriate  authorization. 
Documentation  of  the  systems  would  assist  office  personnel 
in  understanding  the  systems  and  evaluating  the  need  for,  or 
impact  of,  any  modifications.    It  would  also  facilitate  a 
smoother  transition  after  employee  turnover.   The  office 
experienced  significant  turnover  during  the  audit  period. 

It  is  important  for  the  office  to  evaluate  critical  management 
information  maintained  on  the  systems  and  establish  access 
controls  adequate  to  achieve  an  acceptable  level  of  security.    For 
example,  the  office  should: 

1.  Identify  critical  applications. 

2.  Evaluate  the  appropriate  level  of  access  for  personnel  in 
relation  to  their  job  descriptions. 

3.  Evaluate  existing  access  rules. 

In  addition,  adequately  documenting  the  systems  would  alleviate 
some  of  the  difficulties  the  office  experienced  due  to  high 
turnover  during  the  audit  period. 
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Recommendation  #4 

We  recommend  the  office: 

A.  Implement  the  controls  necessary  to  attain  adequate 
security  for  its  data  processing  systems. 

B.  Document  automated  data  processing  systems  In 
accordance  with  state  policy. 
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Summary  of  Independent  Auditor's  Report 


Summary  of  The  financial  schedules  presented  on  pages  20  through  26  are 

Independent  Auditor's  prepared  from  the  Statewide  Budgeting  and  Accounting  System 

Report  without  adjustments  for  errors  noted  during  the  audit.   The 

following  independent  auditor's  report  issued  on  these  financial 
schedules  is  intended  to  convey  to  the  reader  the  degree  of 
reliance  which  can  be  placed  on  the  amounts  presented.   The 
unqualified  opinion  on  the  financial  schedules  indicates  the 
schedules  are  fairly  stated  in  all  material  respects  and  the  reader 
can  rely  on  the  reasonableness  of  the  information  presented  on 
these  schedules. 
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LEGISLATIVE  AUDITOR: 
SCOTT  A.  SEACAT 

LEGAL  COUNSEL: 

JOHN  W.  NORTHEY 


STATE  OF  MONTANA 


STATE  CAPITOL 

HELENA,  MONTANA  59620 

406/444-3122 


INDEPENDENT  AUDITOR'S  REPORT 


DEPUTY  LEGISLATIVE  AUDITORS: 

MARY  BRYSON 
Operations  and  EDP  Audit 

JAMES  GILLETT 
Financial-Compliance  Audit 

JIM  PELLEGRINI 
Performance  Audit 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  audited  the  financial  schedules  of  the  Office  of  the  Governor  and 
Lieutenant  Governor  for  each  of  the  two  fiscal  years  ended  June  30,  1989  and 
1990,  as  shown  on  pages  20  through  26.  These  financial  schedules  are  the  respon- 
sibility of  the  office's  management.  Our  responsibility  is  to  express  an  opinion  on 
these  financial  schedules  based  on  our  audit. 

We  conducted  our  audit  in  accordance  with  generally  accepted  auditing 
standards.   Those  standards  require  that  we  plan  and  perform  the  audit  to  obtain 
reasonable  assurance  about  whether  the  financial  schedules  are  free  of  material 
misstatement.   An  audit  includes  examining,  on  a  test  basis,  evidence  supporting 
the  amounts  and  disclosures  in  the  financial  schedules.   An  audit  also  includes 
assessing  the  accounting  principles  used  and  significant  estimates  made  by  man- 
agement, as  well  as  evaluating  the  overall  financial  schedule  presentation.   We 
believe  that  our  audit  provides  a  reasonable  basis  for  our  opinion. 

As  described  in  Note  1  to  the  financial  schedules,  the  office's  financial 
schedules  are  prepared  in  accordance  with  state  accounting  poUcy  and  are  not 
intended  to  be  a  presentation  in  conformity  with  generally  accepted  accounting 
principles. 

In  our  opinion,  the  financial  schedules  referred  to  in  paragraph  one  present 
fairly,  in  all  material  respects,  the  results  of  operations  and  changes  in  fund 
balances  of  the  Office  of  the  Governor  and  Lieutenant  Governor  for  each  of  the 
two  fiscal  years  ended  June  30,  1989  and  1990,  in  conformity  with  the  basis  of 
accounting  described  in  Note  1. 

Respectfully  submitted, 

James  Gillett,  CPA 
Deputy  Legislative  Auditor 
August  21,  1990 
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OFFICE  OF  THE  GOVERNOR  AND  LIEUTENANT  GOVERNOR 

SCHEDULE  OF  CHANGES  IN  FUND  BALANCES 

FOR  THE  TWO  FISCAL  YEARS  ENDED  JUNE  30.  1990 


General 
Fund 


Special 

Revenue 

Fund 


FUND  BALANCE:  July  1,  1988 


$   753.903 


ADDITIONS: 

Fiscal  Year  1988-89 
Budgeted  Revenue  &  Transfers  In 
Support  from  State  of  Montana 
Prior  Year  Revenue  Adjustments 

Fiscal  Year  1989-90 
Budgeted  Revenue  &  Transfers  In 
Support  from  State  of  Montana 
Cash  Transfers  In 
Prior  Year  Revenue  Adjustments 
Total  Additions 


$ 

2 

4,814 

235,858 

5,061 

$1 

153,337 
(5,126) 

2 

41,477 
465,485 

1 
I 

646,107 

104,489 
2.355 

4_ 

752.695 

901.162 

REDUCTIONS : 
Fiscal  Year  1988-89 

Budgeted  Expenditures 

Cash  Transfers  Out 

Prior  Year  Expenditures 

Prior  Year  Expenditure  Adjustments 
Fiscal  Year  1989-90 

Budgeted  Expenditures 

Prior  Year  Expenditure  Adjustments 

Direct  Entries  to  Fund  Balance 

Total  Reductions 

FUND  BALANCE:  June  30,  1990 


2 

254 

657 

1 

,479,548 
4,806 
(806) 

(8 

924) 

9,737 

2 

501 

609 

950,539 

5 

353 

I 

(6,857) 
6.509 

4_ 

752 

695 

.443.476 

Qi 

$L 

211.589^ 

^See  notes  4  and  6. 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting 
System.  Additional  information  is  provided  in  the  notes  to  the  finan- 
cial schedules  on  pages  24  through  26. 
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OFFICE  OF  THE  GOVERMOR  AND  L[EUTEHA>JT  GOVERMQR 

SCHEDULE  OF  BUDGETED  REVE'JUE  &  TRANSFERS  IN  -  ESTIMATE  S  ACTUAL 

FOR  THE  TWO  FISCAL  YEARS  EUDED  JU^JE  30.  T99Q 


Federal      Sale  of  Grants, 

Indirect     Docunents,                          Contracts,  Other 

Cost  Merchaodi se.               Investment    Donations  &  Financing 

Recoveries  &  Property  Miscel  laneous    Earnings    Abandonrnents  Sources 


Total 


Fiscal  Year  1989-90 

GENERAL  FUND 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 

SPECIAL  REVENUE  FUND 
Estimated  Revenue 
Actual  Revenue 
Col  lections  Over 
(Under)  Estimate 

Fiscal  Year  1988-89 

GENERAL  FUND 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 


$5,000 

S  20,000 

%           100 

4,529 

31.906 

5.042 

»  ('i/D 

%   11.906 

%       4,942 

$160,000 

t   253,382 

%   80,000 

$1,076,740, 

146,082 

211.127 

49.473 

874.301 

S(13.918) 

i   (42.255) 

$(30,527) 

$  (202.439: 

t   5,000 
0 


$    25,100 
41.477 


$  400,357    $  1,970,479 
365.124     1.646.107 

S  (35.233)   $  (324.372) 


100 
4.814 


i  5,100 

4.814 


(286) 


SPECIAL  REVENUE  FUND 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 


$  750,000 
263.233 

$(486,767) 


$  585,000 
217.334 

$(367.666) 


$  266,025     $90,000    $  470,439    $  2,161,464 
233.890     90.000     348.880     1.153.337 


$  (32,135) 


_0    $(121,559)   $(1.008,127) 


This  schedule  is  prepared  froffl  the  Statewide  Budgeting  and  Accounting  System, 
schedules  on  pages  24  through  26. 


Additional  information  is  provided  in  the  notes  to  the  financial 
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OFFICE  OF  THE  GOVERWOR  AWO  LIEUTENANT  GOVEi^NOR 

SCHEDULE  OF  BUDGETED  PROGRAM  EXPEVDITUBES  BY  OBJECT  AID  FUW 

BUDGET  AND  ACTUAL 

FOR  THE  FISCAL  YEAR  EKOED  JUHE  30,  1990 


Office  of 

Mental 

Budget  i 

Northwest 

Citizens 

Disabil ities 

Statehood 

Executive 

Mans  i  on 

Air 

Program 

Regional 

Lieutenant 

Advocate 

Board  of 

Centennial 

- 

Office 

Maintenance 

Transportation 

Planning 

Power  Act 

Governor 

Office 

Visitors 

Office 

Total 

PERSONAL  SERVICES 

Salaries 

i 

608,630 

$21,744 

$  27,467 

$477,093 

$186,912 

$101,006 

$  29,636 

$105,986 

$  84,596 

$1 

.643.070 

Employee  Benefits 

110.521 

5.309 

9.918 

97.133 

35.364 

18.887 

5.918 

23.420 

14.092 

320.562 

Total 

- 

719.151 

27.053 

37.385 

574.226 

222.276 

119.893 

35.554 

129.406 

93.638 

1 

,963.632 

OPERATING  EXPENSES 

Other  Services 

180,358 

3,070 

12,231 

87,004 

22,129 

2.329 

15,043 

57,583 

379.747 

Supplies  &  Materials 

10, U5 

14,147 

27,596 

5.364 

2.654 

1.772 

165 

2,525 

9,811 

74.179 

Conmjni cat  ions 

37,887 

315 

1,456 

11,848 

6.013 

5,955 

23,253 

3.613 

21.738 

112.083 

Travel 

62,756 

6,557 

3,775 

64.766 

13.986 

17.211 

18.278 

187,329 

Rent 

29,600 

153 

19.619 

7.920 

5.283 

1,407 

328 

64,310 

Utilities 

5,448 

5.448 

Repair  &  Maintenance 

7,590 

1,639 

70,899 

4,996 

2,018 

1,699 

578 

248 

89.667 

Other  Expenses 

66,25A 

516 

70 

22.750 

17,793 

2,837 

101 

702 

73,832 

184.870 

Goods  Purchased  For  Re 

sale 

: 

4.584 
186.402 

T 

4.534 

Total 

394.600 

25.135 

118.962 

155.356 

123.298 

33.861 

23.524 

41.079 

.102.217 

EQUIPMENT  AND  INTANGIBLE 

ASSETS 

Equipment 

3,262 

11,845 

248,645 

10,940 

3,448 

3,423 

4.055 

235.613 

Intangible  Assets 

- 

10 
3.272 

2.610 
13,550 

183 
3.631 

10 
10 

: 

2.813 

Total 

11.845 

248.645 

3.423 

4.055 

288.431 

GRANTS 

From  State  Sources 

97.863 

97.868 

Total 

97.868 

_ 

97.868 

TOTAL  PROGRAM  EXPENDITURES 

»i 

.117,023 

$64,033 

$A04|992 

$743,132 

$349,205 

$153,764 

$  59,078 

$173,903 

$337,013 

$3 

,452J4J 

GENERAL  FUND 

Budgeted 

s 

999,477 

$71,627 

$406,507 

$829,195 

$179,829 

$  73,976 

$132,857 

$  50.000 

$2 

.743.468 

Actual 

ty 

%' 

944,951 
54,526 

64.033 
$  7.594 

404.992 
$  1,515 

743.132 
$  86.063 

153.764 
$  26.065 

59.078 
$  14,898 

131.659 
$  1,198 

2 
$ 

.501.609 

Unspent  Budget  Authori 

$  50.000 

241,859 

SPECIAL  REVENUE  FUND 

Budgeted 

t 

945.957 

$390,162 

$  45,973 

$563,382 

$1 

.945.479 

Actual 

172.072 

349.205 

42.249 

387.013 

950.539 

Unspent  Budget  Authori 

ty 

t 

773,885' 

$  40.957 

$  3,729 

$176,369 

$ 

994,940 

See  note  68. 

This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.  Additional  information  is  provided  in  the  notes  to  the  financial  schedules  on  pages  24 
through  26. 
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OFFICE  Of  THE  GOVERJJCT  AND  LIEUTEWA^T  COVERMCR 

SCHEDULE  OF  BUDGETED  PROGBaH  EXPENDiruRSS  BY  OBJECT  «WD  FUND 

BUDGET  AND  ACTUAL 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30.  1989 


Executive 
Office 


Mansion 
Maintenance 


Air 

Transportation 


Office  of 
Budget  i 
Program 
Planning 


Northwest 

Regional 

Power  Act 


Lieutenant 
Governor 


Citizens 

Advocate 

Office 


Mental 

Disabi I i ties 

Board  of 

Visitors 


Statehood 

Centennial 

Office 


PERSONAL  SERVICES 
Salaries 

Employee  Benefits 
Total 


643,986 
113.505 


$26,931 

6.339 

33.270 


$26,672 

7.470 

34.142 


$485,152 

90.931 

576.083 


$201,165 

35.584 

236.749 


$123,764 
22.332 

146.096 


$33,638 

4.797 

38.435 


$103,488 
22.255 


112,450 
20.755 
133.205 


$1,757,246 
323.968 


OPERATING  EXPENSES 

Contracted  Services  121,118  1,989 

Supplies  S  Materials  8,427  15,585 

Cotimuni  cat  ions  48,639  1,478 

Travel  46,761 

Rent  39,503  291 

Utilities  8,822 

Repair  i   Maintenance  7,818  1,275 

Other  Expenses  55,474  480 

Goods  Purchased  For  Resale    

Total  327.740  29.920 


12,612 

11,436 

1,346 

9,249 


9,316 

290 


118,787 
3,415 
8,345 
2,755 

17,815 

3,188 
5,783 


3,407 
1,882 
5,872 

63,310 
7,310 

1,856 
7,420 


6,678 
3,464 
8,298 
10,494 
5,024 

1,995 

4,803 


13 
18,249 


143 


18.405 


8,600 
3,086 
4,314 
15,767 
1,368 

1,415 
1,413 

35.963 


186,503 

40,736 

28,517 

17,283 

1,491 

1,162 

47,430 

21.124 

344.246 


459,694 

88,044 
125,058 
165,619 

72,802 
8,822 

28,025 
123,236 

21.124 


EQUIPMENT  AND  INTANGIBLE  ASSETS 

Equipment  12,987 

Intangible  Assets  2,197 

Total  15.184 

GRANTS 

From  State  Sources 
Total 

TOTAL  PROGRAM  EXPENDITURES     $1,100,415 

GENERAL  FUND 

Budgeted  $  969,865 

Actual  957.228 

Unspent  Budget  Authority     $   12.637 

SPECIAL  REVENUE  FUND 

Budgeted  $  283,888 

Actual  143.187 

Unspent  Budget  Authority  $  140.701 


428 


31,721 
620 


348 
360 


13,346 

806 

14.152 


4,928 

340 

5.268 


$63,618 

$78,391 

$768,712 

$328,514 

$201,004 

$56,840 

$166,974 

$64,102 

$81,724 

$780,248 

$207,780 

$57,099 

$129,284 

63.618 

78.391 

768,712 

201,004 

56,840 

128.864 

$   484 

$  3,333 

$  11,536 

$345,993 

328.514 

$  17.479 

$  6,776 

$   259 

$    420 

*  48,500 

38,110 

$  10.390 

849 
50 

899 

491 

,337 

491 

,387 

$ 

969 

,737 

,n8,220 
969.737 


64,607 

4.573 

69.130 


491.387 
491.387 


$3,n4,205 


$2,290,102 

2.254.657 

$   35,445 


$2,416,601 

1,479.548 

$  937.053 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System, 
through  26. 


Additional  information  is  provided  in  the  notes  to  the  financial  schedules  on  pages  24 
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Notes  to  the  Financial  Schedules 

For  the  Two  Fiscal  Years  Ended  June  30,  1990 


Saminary  of  Significant 
Accounting  Policies 


Basis  of  Accounting 


The  Office  of  the  Governor  and  Lieutenant  Governor  uses  the 
modified  accrual  basis  of  accounting,  as  defined  by  generally 
accepted  accounting  principles,  for  its  General,  Special 
Revenue,  and  Agency  Funds.    In  applying  the  modified  accrual 
basis,  the  office  records: 

Revenues  when  it  receives  cash  or  when  receipts  are 
measurable  and  available  to  pay  current  period  liabilities. 

Expenditures  for  valid  obligations  when  the  office  incurs 
the  related  liability  and  it  is  measurable. 

The  following  additional  items  are  considered  valid  obligations 
or  expenditures  under  state  accounting  policy: 

The  entire  budgeted  service  contract,  even  though  the 
office  received  the  services  in  a  subsequent  fiscal  year. 

Goods  ordered  with  a  purchase  order  before  fiscal  year- 
end,  but  not  received  as  of  fiscal  year-end. 

Equipment  ordered  with  a  purchase  order  before  fiscal 
year-end. 

State  accounting  policy  also  requires  the  agency  to  record  the  . 
cost  of  employees'  annual  leave  and  sick  leave  when  used  or 
paid. 


Basis  of  Presentation 


The  financial  schedules  are  prepared  from  the  Statewide 
Budgeting  and  Accounting  System  without  adjustment. 
Accounts  are  organized  in  funds  according  to  state  law.   The 
office  uses  the  following  funds: 


Governmental  Funds 


General  Fund  -  to  account  for  all  financial  resources  except 
those  required  to  be  accounted  for  in  another  fund. 

Special  Revenue  Fund  -  to  account  for  proceeds  of  specific 
revenue  sources  legally  restricted  to  expenditures  for  specific 
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Notes  to  the  Financial  Schedules 


Fiduciary  Funds 


Annual  and  Sick  Leave 


purposes.    The  office's  Special  Revenue  Funds  include  the 
Statehood  Centennial  Office,  the  Northwest  Regional  Power 
Act,  and  the  Clark  Fork  Demonstration  Project. 

Agency  Fund  -  to  account  for  assets  held  by  the  state  as  an 
agent  for  individuals,  private  organizations,  other  governments 
or  other  funds.   The  Mental  Disabilities  Board  of  Visitors 
maintains  an  Agency  Fund  for  specific  Montana  State  Hospital 
patient  funds. 


Employees  at  the  office  accumulate  both  annual  and  sick  leave. 
The  office  pays  employees  for  100  percent  of  unused  annual  and 
25  percent  of  unused  sick  leave  credits  upon  termination. 
Accumulated  unpaid  liabilities  for  annual  and  sick  leave  are  not 
reflected  in  accompanying  financial  schedules.   The  office 
absorbs  expenditures  for  termination  pay  in  its  annual  opera- 
tional costs.   At  June  30,  1989  and  at  June  30,  1990,  the  office 
had  a  liability  of  $169,598  and  $204,573,  respectively. 


Pension  Fund 


Employees  are  covered  by  the  Montana  Public  Employees' 
Retirement  System  (PERS).   The  office's  contribution  to  PERS 
was  $92,108  in  fiscal  year  1988-89  and  $90,655  in  fiscal  year 
1989-90. 


General  Fund  Balance 


The  General  Fund  is  a  statewide  fund.   Agencies  do  not  have  a 
separate  General  Fund  since  their  only  authority  is  to  pay 
obligations  from  the  statewide  General  Fund  within  their 
appropriation  limits.   Thus,  on  an  agency's  schedules,  the 
General  Fund  beginning  and  ending  fund  balance  will  always  be 
zero. 


Patient  Accounts 


As  a  result  of  litigation,  the  Mental  Disabilities  Board  of 
Visitors  were  named  custodian  of  specific  Montana  State 
Hospital  patient  moneys.   The  office  recorded  property  held  in 
trust  on  SBAS  of  $109,818  in  the  Agency  Fund  at  June  30,  1990 
for  funds  held  in  the  patient  fund  checking  account.   The  board 
also  held  individual  savings  accounts  of  $75,463  in  trust  for 
patients  at  June  30,  1990,  which  are  not  recorded  on  the  state's 
accounting  records. 


Page  25 


Notes  to  the  Financial  Schedules 


6.      Special  Revenue  Fund 
Balance 


A.       Environmental 

Contingency  Account 


The  office  maintains  an  environmental  contingency  account 
which  is  funded  from  interest  income  of  the  resource  indemnity 
trust  fund.    Funds  are  statutorily  appropriated  from  this  account 
for  certain  environmental  contingencies.   The  office  received 
cash  transfers  from  the  resource  indemnity  trust  fund  of 
$104,440  during  fiscal  year  1989-90.   At  June  30,  1990,  this 
account  had  a  fund  balance  of  $437,362. 


B.       Claris  Fork  Account 


A  private  corporation  involved  in  a  cooperative  effort  to  clean 
up  pollution  in  the  Clark  Fork  drainage  provided  $750,000  to 
the  office  to  fund  a  newly-instituted  one-time  demonstration 
project  on  the  Clark  Fork  River  in  fiscal  year  1989-90.    The 
office  received  all  funding  for  the  project  during  fiscal  year 
1989-90  and  established  the  expenditure  authority  of  $800,000 
which  will  continue  through  fiscal  year  1990-91.    As  a  result,  at 
June  30,  1990  the  Clark  Fork  account  had  a  fund  balance  of 
$682,400. 
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*tatr  nf  montana 

O^ffici'  of  the  (fjaucriiLir 

iKrlcna,  iBuntana  j!LlB2a 


STAN  STEPHENS 
GOVERNOR 


November  15,  1990 


NOV  I  9  1990 


Mr.  Scott  Seacat,  Legislative  Auditor 

Office  of  the  Legislative  Auditor 

State  Capitol  .  „ 

Helena,  MT   59620  

Dear  Mr.  Seacat: 

Following  are  our  responses  to  the  Findings  and  Recommendations 
Section  of  the  Financial-Compliance  Audit  of  the  Office  of  the 
Governor  and  Lieutenant  Governor  for  the  Two  Fiscal  Years  Ended 
June  30,  1990. 

Recommendation  #1.   We  recommend  the  office  establish  an 
effective  system  to  ensure  compliance  with:   A.   State  policy 
governing  consulting  services.   B.   State  law  and  policy 
governing  accounting  for  services  provided  under  contract. 

Response:   We  concur  with  the  recommendation.   Governor's 
Office  staff  are  presently  drafting  a  policy  on  consulting 
services  management.   This  policy  will  incorporate 
procedures  used  by  other  agencies  and  guidelines  set  out  in 
the  Montana  Operations  Manual.   This  policy  should  be  in 
place  by  January  1,  1991. 

Recommendation  #2.   We  recommend  the  office:   A.  Record  all 
property  held  in  trust  on  the  state's  accounting  records  by 
fiscal  year-end  in  accordance  with  state  law.   B.   Distribute 
interest  earned  on  property  held  in  trust  to  the  applicable 
patient  accounts. 

Response:   We  concur  with  the  recommendation.   Because  of 
the  number  of  accounts  that  must  be  tracked,  we  are 
attempting  to  find  a  computer  application  that  will  enable 
us  to  fairly  and  accurately  account  for  the  funds.   Because 
the  Board  of  Visitors  has  no  internal  data  processing 
expertise  and  must  rely  on  assistance  from  the  Department  of 
Administration,  we  are  unable  to  set  a  target  date  for 
compliance.    It  will  be  accomplished  as  soon  as  possible. 
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Page  2 . 

Recommendation  #3.   We  recommend  the  office  comply  with  state  law 
requiring  the  governor's  approval  of  applications  for  federal 
assistance. 

Response;   We  partially  concur.   The  law  referenced  in  the 
audit  report  has  been  in  existence  since  the  mid-1970 's,  and 
was  enacted  to  give  the  Budget  Office  prior  control  over 
federal  funds  coming  into  state  government.   Many  changes  in 
the  budgeting  process  have  occurred  since  that  law  was 
passed.   The  Budget  Amendment  statute,  which  requires  that 
federal  funds  not  authorized  in  the  legislative  session  be 
approved  by  the  Office  of  Budget  and  Program  Planning  and 
reviewed  by  the  Legislative  Finance  Committee,  duplicates 
many  provisions  in  the  referenced  statute.    Also,  Budget 
Office  staff  review  agency  budget  requests  in  detail  during 
the  biennial  budget  process.   The  Budget  Office  plans  to 
seek  repeal  of  Section  17-3-104  MCA. 

Recommendation  #4.   We  recommend  the  office:   A.   Implement  the 
controls*  necessary  to  attain  adequate  security  for  its  data 
processing  systems.   B.   Document  automated  data  processing 
systems  in  accordance  with  state  policy. 

Response:   We  concur  and  will  comply.   Substantial 
compliance  with  this  recommendation  should  be  accomplished 
by  the  end  of  Fiscal  Year  1991. 

Sincerely, 

(For) 

Steve  Yeakel 

Chief  of  Staff 
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